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ARGENTINA - KEY 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 


ITEM 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 
GDP at Constant (1973) Prices 
Per capita GDP, Current Prices 
Plant & Equipment Investment 
Indices: (1960=100) 
Industrial Production 
Average Industrial Wage 
Labor Force (millions) 
Avg. Unemployment Rate (%) 


46,097 
38,414 
1,865 
8,476 


228.3 
3,686 
10,115 
2.5(Nov. ) 


MONEY AND PRICES 


114.9 
23% 


Money Supply (Dec.) (Billion Pesos) 
Interest Rates (Dec. ) (CommercialBanks ) 
Indices: (1960=100) 

Wholesale Prices 

Retail Prices 


2,524 
2,920 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec.) 
External Public Debt 1/ 
Balance of Payments 
Balance of Trade 
Exports, FOB 
U.S. Share (%) 
Imports, CIF 
U.S. Share (%) 


ECONOMIC INDICATORS 


Exchange rate as of December 15, 
1976: one dollar equals 265 Arg. 
pesos 


E 


% Change 1976 


i 
we 1975/74 


43,261 
37, 876 
1,727 
7,498 


221.1 
9,620 

10,267 
2.7(Oct. ) 


331.7 
48 


7,384 
8,256 


620 -56.1 
4,537 17.0 
-l, 095 > 
-985.2 
2,961 
6.4 . 
3, 46 8.6 
16.2 . 


24.7 


Main imports from U.S. in 1975: Commodity, quantity(in million pounds and 
value in million dollars; Organic Chemicals 168.9 / 65.1; Coal Anthracite 

& Bituminous 1,738.9 / 55.8; Iron & Steel Scrap 691.8 / 30.2; Aircraft, 
heavier than air 0.4 / 27.1; Metalworking machinery excl. mach. tools 7.1 / 
18.6; Pumps centrifuges and parts 3.8 / 12.9; Motor vehicles and tractor 


parts and access. nec. 7.9 / 11.6. 


E: Estimated . 
1/ Capital only over 180 days. 


Sources: Ministry of Econory, Instituto Nacional de Estad{stica y Censos, 


Central Bank. 





ARGENTINA 


Summary 


Argentina's economy remained sluggish at year-end 1976, with full-year 
GDP about 3% below the 1975 level. Agricultural production responded 
favorably to the free market orientation of the new Government and higher 
support prices but other sectors were generally depressed as a result 

of réduced internal demand. Industry serving agriculture or processing 
agricultural production for export fared better than those oriented toward 
the domestic consumer market. Construction was adversely affected by 
budgetary restraints on public works projects and limited financing. 

The stabilization program led to a decline in real wages, provoking some 
labor unrest. Both inflation and the budget deficit have been reduced 
from the March levels but still remain serious problems. The legislative 
framework for foreign investment has improved but continued violence 
remains a deterrent to new foreign investments in Argentina. In the 
external sector, the Argentine Government's achievements have been 
dramatic: success in obtaining substantial foreign credits from inter- 
national financial institutions and private commercial banks, reducing 
Argentina's short-term debt, replenishing foreign exchange reserves, 
unifying Argentina's foreign exchange rate, and in greatly improving 
Argentina's balance of payments situation. In 1977, progress is expected 
to continue on all fronts, with the economy recovering slowly as invest- 
ments<in both the private and public sectors begin to stimulate economic 
activity. In the process, Argentina will present US suppliers with in- 
creased export opportunities and, assuming the business climate continues 
to improve, willbegin to attract new US investment. 





Argentina's Economy Remains Sluggish 


The Argentine economy remains sluggish, with 1976 GDP calculated at 

about 3% below the level of 1975 -- a year which also had a negative 
growth rate (-1.4%). With suppressed wages and an austere budget 
continuing to hold down aggregate demand, the recovery in 1977 is 
expected to begin slowly, with increased momentum in the second semester 
as investment in both the private and public sectors begin to stimulate 
economic activity. Official sources estimate 1977 GDP growth at 4.5% -- 
which if achieved will bring economic activity back to the level of 1974. 


Responding to the free market orientation of new Government and higher 
support prices, agricultural production increased about 6% in 1976. The 
1976/1977 wheat crop is estimated at a record 12 million tons, with an 
exportable surplus which could reach 7 million tons and generate $600 - 
$700 million in foreign exchange. Unfortunately, the sharp decline in 
international wheat prices will reduce the stimulative effect the record 
harvest could have had on the rest of the economy. The outlook for the 
livestock sector is good. Argentina was able to find new market outlets 
for its meat in 1976 which compensated partially for the continuing 
limitation on imports by the European Economic Community. In 1977, if 
as expected the EC liberalizes imports of meat from Argentina and inter- 
national prices rise, Argentina's export earnings from'meat should increase 
substantially. 


Industrial production dropped 5-6% overall in 1976 but some industries 
fared much better than others. Industries serving agriculture (e.g. 
tractors, heavy utility vehicles) or processing agricultural production 
for export (meat, canning, leather) performed better than those oriented 
primarily toward the internal consumer market (passenger cars, household 
durables, clothing). The latter as a whole suffered from overcapacity, 
excess labor force, reduced internal demand, and lack of competitiveness 
on the international markets. 


Construction activity in 1976 was down about 14% in relation to 1975, 

primarily as a result of budgetary restraints on public works projects 
and the limited amount of financing for private housing. The sector's 
situation in 1977 should improve as major projects with international 

financing are implemented. 





Real Wages Decline 


With a view toward preventing unemployment levels from increasing sub- 
stantially during the recession, the Argentine Government pursued a wage 
control policy in which officially authorized wage increases lagged behind 
inflation. At the same time, the Government persuaded industry to keep 

a& larger number of employees on the rolls than would have been justified 
by production levels. The result was a substantial decline in the real 
income of labor in 1976, particularly taking into account the reduction 

in hours worked. Although official statistics show a drop in the contract 
wage of around 50% in the January-October period, the real wage decline 

is somewhat less because the statistics do not reflect non-contract wage 
remuneration or unofficial salary increases. On the other hand, the level 
of unemployment has remained relatively low (estimated at 4%) considering 
the extent of the recession. 


The Government's labor policy led to some labor unrest in 1976, with 
sporadic strikes and slowdowns. Discontent was particularly prevalent 
among workers who enjoyed a privileged position during the Peronist 
period and saw their advantages eroded. In November, the Government 
announced differential wage increases for the private sector, giving more 
to thosesunions which had received relatively less in 1975, and in 
December, the Government abrogated unilaterally various union privileges. 


In 1977, the Government faces the challenge of maintaining and if possible 
increasing the level of real wages without at the same time rekindling 
inflation. A further decline in real wages could lead to serious social 
unrest and jeopardiSe the economic recovery. The Government has already 
indicated that it will adopt a more flexible wage policy in 1977, permitting 
the private sector to grant additional wage raises to compensate increases 
in productivity. A general wage increase will be granted at the beginning 
of the year and is expected to average around 25% for private sector 
employees and 45% for government workers (latter did not receive increases 
in November). In addition, in an effort to stop the government "brain 
drain" and reestablish a reasonable spread in the wage structure, top 
level government employees will be granted much larger salary increases 

in percentage terms than those at the bottom. These sizable increases will 
naturally generate strong inflationary pressures. 





Inflation Still High 


The Government's stabilization program has succeeded in arresting the 
trend toward hyperinflation which was developing under the prior regime. 
In March alone, the cost of living index rose 38%. After a drop of the 
inflation rate to an untenable 2.7%/month in June, inflation in the 
September-November period ranged from 8.0 - 10.6%/month -- a level which 
is a considerable improvement over the March inflation rate but still 
high taking into account the lagging pace of wage adjustments. Although 
some of the inflationary pressures were generated by the Government 
itself through "catchup" rate increases in public services, elimination 
of rent control, and devaluation of the foreign exchange mix, it is 

also true that many firms in the private sector raised prices in line 
with inflationary "expectations" rather than actual increases in costs. 
The Government attempted "jawboning" but had little success. As a 
result, the overall rise in the cost of living in 1976 will be in the 
335-350% range -- roughly the same as in 1975. 


Private sources estimate that inflation will remain high in the first 
six months of 1977, with the rate gradually declining in the remainder 
of the year. A private survey shows that industry expects inflation 
for full-year 1977 to be in the 100-120% range. 


Budget Deficit Still a Major Problem 


The Government's budget for 1976 established a goal of reducing the 
budget deficit from the 12% of GDP registered in 1975 to 5.6% in 1976 -- 
a target which included the particularly bad fiscal performance inherited 
from the Peronist regime in the first quarter. In terms of Argentina's 
budgetary concept, which includes borrowing as revenue, the Government's 
performance has been good, with the deficit expected to total around 

400 billion pesos instead of the 480 billion pesos budgeted. However, 
using the IMF budgetary concept (excludes borrowing from revenue) the 
deficit for the year would be nearer to 600 billion pesos and showed 

an adverse trend in the third quarter. After dropping to a low of 48% 

in July, the deficit/expenditure percentages increased steadily in the 
third quarter and reached 65% in October. Moreover, although the Govern- 
ment has been successful in covering an increasing amount of the deficit 





by public borrowing (in October borrowing totalled 55 billion pesos, 
greatly exceeding the 36 billion pesos obtained from normal sources 

of revenue), the debt service burden on the budget has rapidly 

increased as well (in March was 74% of expenditures and in October 

17%). The Government recognizes that there is a limit on the extent 

it can borrow from the public to finance the deficit and that it will 
have to make a special effort if it is to meet its goal of reducing the 
deficit to 34 of GDP in 1977. If the Government proceeds to grant 
sizable wage increases to civil servants. and to raise public sector in- 
vestments to stimulate the economy, it is clear that improvements in 

the fiscal performance will have to come primarily from increased taxation. 
The Government has indicated it will increase tax collection by simpli- 
fying the tax system and curbing evasion; reduce subsidies to provincial 
governments by having latter increase their own sources of revenue (e.g. 
real estate tax); decrease payments to state enterprises by restructuring 
them along more efficient private sector lines; and diminish the number 
of excess Government workers. 


Mone ansion Remains Moderate 


The Government has succeeded in maintaining the expansion of the money 
supply at moderate levels by selling Adjustable bonds and Treasury bills 

to absorb much of the monetary expansion which would have resulted from 
the budget deficit. The Government also diminished the money expansion 
which traditionally resulted from renewal of swap operations by: a) keeping 
swap exchange rate fixed at 140 pesos/dollar; and b) reducing the overall 
level of Argentina's swap liabilities. As a result, the money supply 
expansion in September (8.1%) and in October (8.4%) was below the rate of 
inflation. 


Foreign Investment Climate Improves 


The foreign investment climate has improved considerably under the current 
Government. From the outset, the Government made it clear that it wanted 
to attract foreign investment to Argentina “as a complement to national 
investment and foreign financing to reduce the social cost of the process 
of capital formation of the country and to accelerate its rate of growth.” 





As a first step, the Government promulgated a new foreign investment law 
(Law 21382) in August 1976 which created a more attractive legal frame- 
work for foreign investment while at the same time providing protection 
against the "denationalization" of local industry. The law establishes 
varying degrees of Government approval, depending on the degree of 
sensitivity of the foreign investment. No prior Government approval is 
required for reinvestments of profits or new investments by foreign 
companies already established in Argentina, so long as an investment does 
not exceed 10% of the foreign capital registered in the receiving concern 
and does not denationalize a local firm. The regulations to the 

foreign investment law, which will define more precisely how the law will 
be applied, are currently being reviewed by Government officials and are 
expected to be published in the near future. The Government also appointed 
special commissions to make recommendations for settling investment disputes 
with foreign firms nationalized by the Peronist Government. A few of these 
commissions have already finished their work and the Government and the 
foreign firms concerned have reached agreement on compensation. In other 
cases, negotiations continue. 


Despite the great improvement in the legislative framework for foreign 
investment, the Government recognizes that foreign investment inflow "will 
depend fundamentally on political stability, personal and juridical security, 
and economic stability." While the Government has recorded important 
victories against terrorist groups, violence, frequently involving business 
executives as the victims, continues at a high level and remains deterrent 
to foreign investment in Argentina. 


Dramatic Successes in Foreign Sector 


The Government's achievements in the external sector have been outstanding. 
Minister of Economy Martinez de Hoz raised $1.3 billion in financial 
credits, including $300 million from the IMF and $1 billion from private 
commercial banks. The private credits have a term of four years (including 
one year of grace) and will enable Argentina to meet its short-term debt 
liabilities and extend the overall maturity of its external debt. He also 
obtained $262 million in approved project loans from the IBRD and IDB for 
electric power, a gas pipeline, and silos. Other project loan requests 

are in an advanced stage of consideration by the IBRD and IDB. When these 
projects begin to be implemented, they should give impetus to the economic 





recovery. 


At the end of September, 1976, Argentina's gross reserves stood at 
roughly $1.5 billion -- a considerable improvement over the $845 
million level at the beginning of the year. Despite heavy repayments 
of short-term debt (swaps were reduced from $1.3 billion in June 1976 
to roughly $600 million by year-end), gross reserves are expected to 
total about $1.6 billion by year-end. 


With the exception of the exchange rate used for swap operations (140 
pesos/dollar), the Government unified the exchange rate for all transactions, 
reducing some of the economic distortions caused by the differential rates 
(distortions still exist because of the complex system of differential 
taxes and subsidies in force). In 1977 the Government hopes to maintain 

a realistic exchange rate, permitting an adequate level of exports without 
subsidizing imports. The exchange rate will be devalued every few days 

in line with internal rate of inflation minus external rate of inflation. 
The Government also plans to discourage investment in foreign currency by 
keeping devaluation rate below interest rate yielded by Government Treasury 
bills. 


The balance of payments situation in 1976 improved dramatically. As 
opposed to a deficit of $1.3 billion in 1975, a surplus of roughly $540 
million is expected on the current account. The merchandise trade balance 
will show a surplus of about $800 million (exports of $3.8 billion and 
imports of $3.0 billion) and services a negative balance of $260 million. 
While some of the improvement can be attributed to the effects of the 
recession on exports and imports, there is no doubt that adroit handling 
of the exchange rate and internal interest rates also had an important 
impact -- particularly in encouraging the return of capital belonging to 
Argentines (effect is seen primarily in growth of "tourist" receipts). 
The balance of payments outlook for 1977 is also encouraging. Boosted by 
increased earnings from cereal and animal products, export revenues are 
expected to reach at least $4.3 billion -- more than covering the $3.8 
billion expected in imports as the economy recovers. 





Implications for the US 


_ Argentina's improved balance of payments situation and recovering economy 
will increase export opportunities for US suppliers in 1977. The extent 
of the increase in capital goods imports will depend on the availability 
of financing for major projects, including those in the area of energy 
(electric power, gas, petroleum exploration), petrochemicals, pulp and 
paper, road construction, communications, and steel. At the moment, in 
view of the limited amount of Eximbank financing for Argentina, the best 
opportunities for sizable export contracts will be projects financed by 
the IDB and IBRD. 


US investment in Argentina, which at the end of 1975 totalled $1.2 billion, 
could begin to increase again if the foreign investment climate continues 

to improve. However, with the exception of reinvestment by US firms 

already established in Argentina and possibly new investments in the area 

of petroleum exploration, it is unlikely that there will be any sizable 

new US investments prior to the end of 1977. The Argentine Government 

will have to make continued progress in putting down terrorist activity 
while at the same time preventing overzealous security forces from committing 
human rights violations. 
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